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SUBJECT: TOBACCO TEAM VISIT 

1. SUMMARY: THE TOBACCO TEAM WAS VERY ENCOURAGED 
DURING THEIR VISIT TO GERMANY BY THE ATTITUDE OF FRG 
OFFICIALS TO PRESS FOR A REMOVAL OF THE "WRAPPER TARIFE", 
SEEK A BALANCED CIGARETTE TAX HARMONIZATION POLICY 
WITHIN THE EC, AND ASSURANCES THAT ANY REVALUATION 
OF THE EUA WOULD TAKE INTO ACCOUNT THE U.S. CONCERN 
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THAT ALL U.S. TOBACCO WOULD BECOME DUTIABLE AT A 
HIGHER RATE (I.E. 45 U.A./lOO KILO) UNLESS THE 
WRAPPER TARIEF WAS ELIMINATED OR CHANGED. GERMAN 
CIGARETTE MANUFACTURERS AND LEAF MERCHANTS ALSO PLEDGE 
THEIR FULL SUPPORT FOR THE U.S. TOBACCO INDUSTRY'S 
POSITION. 
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2. IN A MEETING WITH HIGH LEVEL MINFIN AND MINECON 
OEFICIALS, THE U.S. TOBACCO TEAM EXPRESSED THEIR CON- 
CERN ABOUT "INTENTIONAL OR UNINTENTIONAL" EFFECT THE 
EC TOBACCO CAP HAS HAD ON IMPORTS OF U.S. TOBACCO. IT 
WAS POINTED OUT THAT THE U.S. INDUSTRY DOES NOT OBIECT 
TO THE EC ESTABLISHING A SUPPORT PROGRAM TO PROTECT 
EC TOBACCO PRODUCERS. HOWEVER, THEY DO OBJECT TO 

THE SYSTEM OF PREFERENCES WHICH HAS DEVELOPED OVER THE 
PAST FEW YEARS (I.E. ACP AND LOME PREFERENCES AND 
SPECIAL QUOTAS TO LDCS AND FORMER COLONIES) WHICH 
GRANTS SPECIAL ACCESS TO THE EC TOBACCO MARKET FOR 
VIRTUALLY ALL TOBACCO PRODUCING COUNTRIES EXCEPT THE 
U.S., CANADA, AND SOUTH AFRICA. U.S. REPRESENTATIVES 
POINTED OUT THAT ALL THEY WERE SEEKING WAS FAIR AND 
EQUAL TREATMENT FOR U.S. TOBACCO EXPORTED TO THE EC. 
THEY ASKED FOR ERG SUPPORT FOR THE ELIMINATION OF 
THE WRAPPER TARIFF, A BALANCED TAX HARMONIZATION 
POLICY AND FOR A REDUCTION IN THE EC DUTY ON TOBACCO 
TO 28 U.A./100 KILOGRAMS (I.E. LOWEST SPECIFIC 
MINIMUM NOW BEING CHARGED). 

3. MINECON OFFICIALS STATED THAT THE U.S. INDUSTRY 
POSITION ON THE WRAPPER TARIFF WAS IDENTICAL WITH 
THEIR OWN AND THAT THE ERG WOULD SUPPORT AN 
ELIMINATION OF THE WRAPPER TARIFF IN THE MTN. THEY 
RECOGNIZED THERE WOULD BE OPPOSITION FROM ITALY AND 
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PERHAPS FRANCE BUT HOPED TO SUCCEED. THEIR FALLBACK 
POSITION, IF ITALY IS SUCCESSFUL IN RETAINING SOME 
SORT OF CIGAR WRAPPER PROTECTION WOULD BE TO SET 
THE UPPER THRESHOLD OF THE TARIFF HIGH ENOUGH SO AS 
NOT TO INTERFERE WITH IMPORTED CIGARETTE LEAF. MIN 
ECON OFFICIALS RECOGNIZED THAT A REVALUATION OF THE 
EUA (E.G. GREEN DM FROM DM 3.66 TO DM 2.60) AS 
PROPOSED BY THE EC WOUED FORCE ALL U.S. TOBACCO 
IMPORTS INTO THE HIGHEST DUTY CATEGORY AND FURTHER 
DISTORT THE COMPETITIVE SITUATION. THEY INDICATED 
THEY WOULD INSIST THAT ANY CHANGE IN THE EUA TAKE 
INTO ACCOUNT THE QUESTION OF THE WRAPPER TARIFF AND 
THE RESULTING DUTY STRUCTURE. ERG OFFICIALS 
LISTENED BUT DID NOT COMMENT ON THE U.S. REQUEST FOR 
A REDUCTION IN THE EC DUTY TO 28 U.A. (I.E. THE 
LOWEST SPECIFIC RATE NOW APPLIED). 

4. MINFIN OFFICIALS STATED THE FRG SUPPORTED A 
TOBACCO TAX HARMONIZATION POLICY THAT WOULD STRIKE 

A BALANCE BETWEEN SPECIFIC AND AD VALOREM RATES. THEY 
WELCOMED THE INCLUSION OF VAT INTO THE BASIS FOR 
MAKING A SPECIFIC /AD VALOREM TAX SPLIT BECAUSE IT 
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DEFEATS ANY ATTEMPTS TO CIRCUMVENT THE EFFECTS OF 
SUCH A SPLIT MERELY ON THE BASIS OF EXCISE TAX 
(I.E. BY INCREASING THE VAT). MINFIN OFFICIALS LEFT 
THE IMPRESSION THAT THEY WOULD FIGHT VERY HARD FOR 
A BALANCED TAX POLICY. THE FRG HAD TAKEN A VERY 
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STRONG POSITION ON BALANCED TAX HARMONIZATION IN 1971 
AND INDICATED THEY WERE PREPARED TO DO IT AGAIN. 

5. THE GERMAN CIGARETTE MANUFACTURERS AND LEAF 
MERCHANTS SUPPORT FULLY THE U.S. INDUSTRY POSITION 
ON THE ABOVE ISSUES. GERMAN INDUSTRY REPRESENTATIVES 
POINTED OUT THAT IN RECENT DISCUSSIONS WITH EC OFFICIALS 
IN BRUSSELS THE QUESTION OF THE WRAPPER TARIFF WAS 
TAKEN UP. REPORTEDLY THERE WAS GENERAL RECOGNITION 
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THAT THE WRAPPER TARIFF IS OUTDATED AND HAS LONG 
OUTLIVED ITS USEFULNESS. HOWEVER, EC OFFICIALS 
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INDICATED THAT ANY MODIFICATION IN THE WRAPPER TARIFF 
SHOULD BE ON A QUID PRO QUO BASIS. 

6. THE U.S. INDUSTRY ALSO CONVEYED TO THE GERMAN TRADE 
THEIR EXTREME DISPLEASURE WITH THE U.S. GOVERNMENT'S 
OFEER TO GREECE AND TURKEY ON ORIENTAL TOBACCO. THEY 
STATED THIS WOULD LEAD TO DEMANDS FROM THE U.S. CIGAR 
INDUSTRY AND ULTIMATELY CONCESSIONS EOR A SIMILAR 
REDUCTION ON SCRAP TOBACCO IMPORTS INTO THE U.S. THE 
U.S. INDUSTRY REPRESENTATIVES STATED THAT IE CON- 
CESSIONS WERE MADE ON ORIENTAL AND SCRAP TOBACCOS, THE 
U.S. WOULD BE A NET LOSER IN THE MTN NEGOTIATIONS 
EVEN IF IT GOT EVERYTHING IT WAS ASKING FOR FROM THE 
EC. U.S. INDUSTRY WILL SEEK TO HAVE THE U.S. OFFER 
ON ORIENTAL TOBACCO WITHDRAWN. THEY MADE IT VERY CLEAR 
THAT THEY WOULD NOT SUPPORT AN MTN PACKAGE UNLESS THE 
PACKAGE CONTAINED A COMMITMENT FROM THE EC ON BALANCED 
TAX HARMONIZATION, EC CONCESSIONS ON THE WRAPPER TARIFF 
AND THE DUTY, AND NO U.S. OFFER ON ORIENTAL TOBACCO. 
STOESSEL 
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